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Essays on Banking Reform in, the United States. By Paul M. 
Warburg. (New York: The Academy of Political Science. 
1914. Pp. 228. $1.50.) 

This book contains eleven essays written at different times 
since January, 1907, and published in various newspapers and 
periodicals, together with an introduction by Professor E. R. A. 
Seligman of Columbia University. They are entitled respectively: 
Defects and Needs of Our Banking System; A Plan for a Modi- 
fied Central Bank ; American and European Banking Methods 
and Bank Legislation Compared; A Central Bank System and the 
United States of America; A United Reserve Bank of the United 
States ; Principles that must Underlie Monetary Reform in the 
United States ; The Discount System of Europe ; Circulating 
Credits and Bank Acceptances ; The Owen-Glass Bill as Submit- 
ted to the Democratic Caucus; The Owen-Glass Bill: Should 
there be Four or Eight Federal Reserve Banks; The Owen-Glass 
Bill : Gold or Lawful Money, Note Issue, and Government Bonds. 
As might be expected of papers written on the same general 
topic for different audiences at different times, there is much 
repetition in these essays, but this fact does not detract from 
their interest and value. The repeated items are frequently ap- 
proached from different viewpoints and thus gain in clearness and 
completeness of exposition. A comparison between the earlier and 
the later papers reveals some changes in opinion, or rather in 
emphasis, regarding relatively unimportant matters, but in the 
main the author has consistently held to the same views throughout. 
According to his view the chief defects in our banking system 
are: the form of our commercial paper which renders it unsalable 
outside of the local market in which it originated, and conse- 
quently, when purchased by a bank, ties up the funds invested in 
it until the maturity of the paper and frequently much longer; 
the forced dependence of our banks for liquid investments on call 
loans based on stock exchange securities ; the absence of any 
national market for commercial paper even of the proper form ; 
bond secured, inelastic bank notes ; scattered reserves ; out-of-date 
usury laws ; and daily settlements at the New York Stock Ex- 
change. No writer has described these defects with greater clear- 
ness or in a more convincing manner. 

The remedies which he prescribes are: a change in the form of 
our commercial paper from single-name promissory notes to bills 
of exchange in the form both of bank acceptances and endorsed 
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trade bills; the creation of a market for such paper through the 
organization of an agency for rediscounts, preferably a central 
bank ; the concentration of note issues in the hands of the redis- 
counting agency and the issue of such notes against rediscounted 
commercial paper; the speedy retirement of our bond secured 
national bank notes ; the concentration of the cash reserves of the 
country into a central reservoir to be administered by the central 
rediscounting agency; the amendment of our usury laws so that 
in the open money market rates may be determined by the law 
of demand and supply; and the substitution of weekly, or pos- 
sibly even less frequent, settlements for the daily settlements now 
practiced on the New York Stock Exchange. The significance 
and advantages of these remedies are also expounded with great 
clearness and convincing power. 

Inasmuch as our new banking law recognizes most of the de- 
fects in our system which Mr. Warburg points out and adopts in 
whole or in part most of the remedies he prescribes, and inasmuch 
as Mr. Warburg has been made a member of the Federal Re- 
serve Board which is to administer the new system, the chief 
interest of the public in this book at the present time will doubt- 
less be concerned with the last three essays in which Mr. Warburg 
vigorously criticises some of the features of the law which he is 
now called upon to administer. Among these are: the large 
number of federal reserve banks ; the making of the federal re- 
serve notes obligations of the United States ; the requirement that 
the federal reserve banks must keep against the notes advanced 
to them by the Federal Reserve Board reserves of gold instead 
of lawful money ; the possible retention of the national bank notes 
for a generation or longer; the authorization of the issue of bond 
secured notes by the federal reserve banks ; the permission to 
tax the federal reserve notes ; the requirement of minimum cash 
reserves of the member banks; and the failure so to constitute 
the Federal Reserve Board that a majority of its members are 
constantly in actual touch with the banking operations of the 
country and out of the reach of political influences. 

On the subject of the proper number of federal reserve banks 
Mr. Warburg's convictions are, or at any rate were, strong. Ac- 
cording to his view a central bank is the ideal to which we ought 
to approximate as closely as possible. Four regional banks might 
be made to function properly, but more than that number he 
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considers dangerous. He concludes the discussion of this subject 
in the tenth essay here published with the following words: 

But nothing will change my profound conviction that a system of 
eight federal reserve banks, as now proposed, will end in failure. 
An effective discount rate is the link between the lever and the 
brake. Without an effective discount rate no European central bank 
would be able to stand. With eight independent districts (and even 
with six) no discount market can possibly develop. The safety of the 
system will be lacking, the member banks' funds will remain largely, 
as before, in the New York Stock Exchange (p. 218). 

On the other points his convictions are also strong and his 
arguments vigorous, though, with the possible exception of the 
last, he does not consider them so vital as this one. He does not 
object to government control per se, but he does object to the 
presence of cabinet members on the board of control and to the 
absence from the board of control of governors of the federal 
reserve banks or of other persons in actual administrative contact 
with those banks' daily operations. In his judgment no board 
sitting at Washington and only in indirect and long range con- 
tact with the federal reserve banks which are doing the actual 
business can properly administer the system, no matter how able 
and patriotic its members may be. In his judgment an advisory 
council is an inadequate substitute for a board, a majority of 
whose members are in direct, personal, every-day contact with 
the business itself. 

Mr. Warburg's acceptance of an appointment on the Federal 
Reserve Board would seem to indicate that his views on these vital 
points have changed somewhat since these essays were written. 
No one will believe that he would accept responsibility for the 
administration of a system which he believes is foredoomed to 
failure. In these essays he has manifested a commendable spirit 
of conciliation and a clear recognition of the fact that an ideal 
system cannot be attained at once. Probably he has come to feel 
that the federal reserve system established by the act of Decem- 
ber, 1913, is an important first step in advance and that it is 
capable of successful administration. The reading of this book 
will confirm and strengthen the conviction which is widespread 
that Mr. Warburg is admirably fitted for the important position 
he occupies and will give the public confidence that the new system 
will be administered in such a manner as to make it as efficient 
as possible in the work of reforming our banking system. 

University of Wisconsin. Wm. A. Scott. 



